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EDITORIAL
CONGRATULATIONS!
To the chapters of Aswa who had a hand 
in forming the three new chapters—#’s 44, 
45, and 46. To Oklahoma City, Connecticut, 
and Fort Wayne Chapters a hearty wel­
come !
IN THIS ISSUE
Thanks to the fine cooperation of all our 
contributors we have been able to add four 
pages to this issue. We are particularly 
pleased because it gives us an opportunity 
to present more technical material to you. 
Naturally, the additional space means that 
we are going to be more dependent than 
ever on the cooperation of each and every 
chapter in submitting as many articles as 
possible for publication. Keep the contribu­
tions rolling!
Speaking of contributions, have any of 
you noticed that, including this issue, since 
August our contributions to the Idea Ex­
change column have only come from five 
chapters: 6 from Los Angeles, 5 from At­
lanta, and one each from Grand Rapids, 
Washington, D. C. and Holland. How about 
the rest of you??????
WOMEN OF THE MONTH
We are always glad to see a CPA offer 
his services to the government. We are 
doubly glad when the CPA is a woman, a 
lawyer, and a President of one of our Aswa 
chapters. Our congratulations to Mary 
Louise Foust of Louisville, Kentucky on be­
ing sworn into office on January 2, 1956 
for a four-year term as Auditor of Public 
Accounts in Kentucky.
Congratulations go this month, also, to 
a new member of AWSCPA, Mrs. Pearl 
Scherer. She is the first woman to pass 
the CPA examination conducted by the 
Alaska Territorial Board of Accountancy 
and is the first successful candidate from 
Fairbanks.
EDITOR’S MAILBOX
Groundhog day is February 2nd. Perhaps 
by that time the Aswa members in Wash­
ington will be willing to let us climb out of 
the hole we’ve been hiding in since we 
discovered that Beth Thompson on being 
elected the president of the Dade County 
Chapter of the Florida Institute of CPA’s 
was not the first woman to serve as presi­
dent of a State Society Chapter, as we 
stated in the October issue.
Renie Bennett served as president of the 
Tacoma Chapter and Hazel Skog was pres­
ident of the Spokane Chapter and, also, was 
Spokane Chapter representative on the 
State Board of the Washington Society of 
CPA’s. Congratulations to all three of these 
outstanding women CPA’s. We are proud 
of them.
* * *
We know you will be interested in a re­
cent letter from Congressman Edward H. 
Rees. It states in part, “There is enclosed 
a copy of a report from the Comptroller 
General of the United States, indicating 
that the practices of the General Accounting 
Office with respect to employment of women 
for audit work will be modified, in accord­
ance with my request that the situation be
(Continued on page 4)
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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., Oakland, California
Although this article will appear in the 
February, 1956 edition of The Woman 
C.P.A., the date of writing is January 1, 
1956. The “Happy New Year” holds some 
promise for tax reductions by reason of its 
political implications as well as a hope for 
a balanced Federal budget.
As to Corporations—the current law pro­
vides for an automatic decrease in the 
normal tax rate from 30% to 25% as of 
April 1, 1956. However, from all indications 
the 1956 program for tax legislation will 
make some adjustment to current corporate 
tax rates but no cut in the present 52% 
rate (30% normal, 22% surtax), is anti­
cipated. The Democrats have proposed an 
increase in the surtax exemption from 
$25,000 to $30,000 in 1956 and annual in­
creases of $5,000 until the exemption totals 
$50,000.
Individuals may be more optimistic in 
looking forward to some tax relief during 
the new year, as proposals made during the 
past two years may receive more active con­
sideration during a political year. The $100 
to $200 increase in the personal exemption 
for each taxpayer and each dependent is 
again under review. However, some pro­
ponents would limit the effect of the in­
crease to the first tax bracket which would 
limit the tax saving to $20 for each exemp­
tion.
Various proposals for a reduction in tax 
rates are also under consideration, such as 
a flat 10%, a flat 5% and a fairly new 
approach to lessening the tax burden in the 
lower income brackets by subdividing the 
current lowest bracket. Instead of a 20% 
rate on the first $2,000 of taxable income, 
it would be taxed as follows:
1%—$1.00 to $200
7% —$200 to $400
10% — $400 to $500
17% — $500 to $2,000
One of the most understandable objec­
tions to the foregoing plan is the difficulty 
it would present in the present withholding 
tax system.
Another proposal would be to eliminate 
exemptions entirely and provide for a direct 
credit against the tax. This of course would 
decrease taxes in the lower brackets and 
increase them in the higher brackets.
It would seem that the thinking behind 
current tax legislation is to equalize bene­
fits of tax reductions in the future. State 
legislative bodies have for many years 
realized that exemptions provided under 
gift and inheritance tax laws should be 
taken by all taxpayers at the same tax 
rates. Since a greater number of individuals 
are affected by income tax laws, it would 
certainly be a more equitable tax structure 
if this same approach would be taken in 
the treatment of exemptions for income tax 
purposes.
Your Tax Editor hastens to state that 
the foregoing opinion is purely a personal 
one which has existed for several years and 
has been the subject of more than a few 
letters addressed to the Congress in past 
years. During 1956, there seems to be some 
hope that letters concerning this subject 
may receive more favorable attention.
(Continued from page 3)
reviewed.” From the report of the Comp­
troller General, “............ we have concluded 
there should be no blanket exclusion and will 
modify our practices accordingly. Women 
applicants, of course, will be required to 
meet our high qualification standards.
“This change will be reflected in our 
Civil Service Announcements as rapidly as 
possible.”
* * *
Our mailbox has been full of hints that 
the forthcoming regional conferences are 
going to be the best ever. If you haven’t 
set aside the dates yet, do so NOW.
EASTERN—
Atlanta, Georgia, May 18-20, 1956
WEST COAST—




By MARGARET BOLTON, District Manager, Cleveland-West Office, 
Social Security Administration
Accountants are, I know, both interested 
in and aware of our social security pro­
gram. You are also aware of the problems 
of the aged population. We read and are 
told constantly in our daily papers about 
the many programs which deal with prob­
lems of older persons. Social Security takes 
its place among these programs by replac­
ing part of the income lost from retire­
ment. Today, one person in twelve is over 
65 years, while in 1900 it was one in 
twenty-five. Social Security also makes 
survivors payments to certain groups when 
a wage earner dies.
What is Social Security or Old Age and 
Survivors Insurance? Old Age and Sur­
vivors Insurance is government insurance 
which provides a monthly income to a 
worker when he retires after 65, or in­
surance payments to his family when a 
worker dies. It is a federal program ad­
ministered by the Bureau of Old Age and 
Survivors Insurance in cooperation with 
Internal Revenue where Social Security 
taxes are paid.
Coverage, benefits, and provisions have 
changed radically since it began on 
January 1, 1937. At that time we made 
lump sum payments upon the death of a 
wage earner and the law provided we 
would pay a monthly benefit only to the 
wage earner after 1939. Beginning in 
January 1940, because of the 1939 amend­
ments, we began paying other members 
of a wage earner’s family and survivor 
benefits. In 1950, we brought in ten mil­
lion more people—farmers, domestics, self­
employed, non-profit, etc. We raised the 
benefits about 77% and the work clause 
jumped from $14.99 a month to $50.00. 
The tax base increased from $3,000 to 
$3,600. Some new payments were added— 
mothers with children, divorced wives, 
dependent husbands and dependent widow­
ers.
1952 brought more changes, but not so 
wide-spread. Benefits were raised $5 a 
month. A new formula was used for those 
coming on the rolls in 1952. The work 
clause changed from $50 to $75 a month 
(self-employed, $900 a year). Extension 
of credit was given for military service 
and some technical changes were made.
August, 1954, brought other changes. 
The wage base was raised to $4,200, bene­
fits were increased more than a cost-of- 
living increase, another new formula was 
brought in, drop-out provisions were added 
and a disability freeze provision was made. 
The work clause was raised to $1,200 a 
year. Additional groups brought in brings 
nine out of ten people under Social Secur­
ity coverage. The majority of those not 
covered are lawyers, doctors, dentists and 
other medical practitioners.
You are in one of the newly covered 
groups; accountants, engineers, architects, 
funeral directors and ministers. The tax 
you pay is 2% on wages up to $4,200. The 
employer matches this and both payments 
are sent to Internal Revenue. The self­
employed pay 3%.
Here we are in 1955. All of you have 
a personal stake in this insurance system 
which provides retirement and survivors 




Wage earner 65 or over who stops work.
Wife of a retired worker if she is over 65.
Wife at any age if she has a child 18 
years or under in her care.
Dependent husband—proof of depend­
ency must be given.
Children under 18 years of age.
Each one in the above group receives 
50% of the amount paid to the retired 
wage earner.
Survivors payments to:
Widow or dependent widower 65 years 
or over of a deceased wage earner.
Children under 18 years and to their 
mother.
Divorced wife with minor children in 
her care. (Must have been receiving 50% 
support from wage earner and there was 
a court order for such support).
Dependent parents 65 years or over if 
there is no surviving widow, widower, or 
child eligible to receive benefits. Each one 
in the above group receives 75% of the 




Lump Sum is also paid upon the death 
of an insured worker to the widow, 
widower, or to whomever paid the funeral 
expenses. This amount is three times that 
which would have been paid to the wage 
earner—maximum payment, $255.
Insured Status—
To receive payments one must be fully 
insured. Since the 1950 amendments it is 
easier to qualify for insurance payments. 
A new start date was made so that now 
one must work one-half the time from 
January 1951, up to the 65th birthday or 
date of death. Forty quarters or ten years 
give a permanent insured status.
Work Limitation—
Originally one could only earn $14.99 a 
month and still draw benefits in covered 
employment. In 1951, this was raised to 
$50 a month; in 1952, to $75 a month; and 
now (1955) it is on a yearly basis of $1,200 
a year, and includes all employment, cov­
ered and non-covered. The age at which 
a person may earn any amount has been 
lowered from 75 to 72.
Drop-Out—
We now have a drop-out procedure which 
I want to explain. Many wage earners 
have periods of low earnings or are ill and 
do not draw any wages. We look over the 
wage record and are permitted to drop out 
up to five years. We take the remaining 
wages, divide by the number of months 
in those years left and obtain the average 
monthly wage—then apply the formula. 
This naturally will give a higher benefit. 
This can be done for any years back to 
1937 and up to the time of filing or date 
of death.
Disability Freeze—
If a person has worked five years out 
of ten preceding his disability and one and 
one-half years immediately preceding his 
disability he can file a disability freeze. 
This means that in figuring a benefit at 65 
or death we no longer have to use the 
months in which a wage earner had no 
earnings because of disability. For in­
stance, if the person had maximum earn­
ings up to age 45 and became disabled, 
never worked again and if he filed an ap­
plication for a disability freeze, the years 
between 45 and 65 would not be considered 
in figuring his benefit. At age 65 he would 
receive the maximum benefit. We can go 
back to October 1941 for this freeze (first 
month he could have had twenty quarters). 
After June 30, 1957, a period of disability 
can be established no further back than a 
year prior to the date of application.
Maximum and Minimum Benefits—
The minimum which anyone can receive 
has been raised from the original $10 to 
$30.
The maximum on a $3,000 wage base of 
$45 a month has become $88.50.
If a $3,600 or $4,200 base is used benefits 
will be greater. For instance, using $3,600 
from 1951 to the time of filing, the benefit 
would be $98.50 a month, or using a $4,200 
base it would be $108.50, but the latter 
cannot be paid before April 1956. (Six 
quarters must be earned after 1954.)
Benefits of a family group increased the 
same way—$150—$168.50—and now $200, 
which is maximum. If benefits figure 
higher than this we reduce them to $200 or 
80% of the average monthly wage, which­
ever is the lesser.
Deemed Insured Status—
This applies to those who died before 
September 1950 (when we received the new 
start date) and were not fully insured at 
the time of death. Survivors may now be 
eligible for benefits if the wage earner had 
six quarters of coverage at the time of 
death. It would not apply to deaths occur­
ring in 1937, 1938, 1939 as no survivors’ 
benefits were paid during those years. 
These survivors must be eligible at the 
time of filing.
Work Clause—
If you plan to limit your earnings to 
$1,200 a year— no matter when you earn 
this money—you may receive all benefit 
checks.
If you are going to earn over $1,200 a 
year or over $100 a month, then we cannot 
pay for every multiple of $80 over $1,200. 
You can take what a person earns, subtract 
$1,200, divide by $80 and you will know 
how many months for which we cannot 
pay.
Regardless of a person’s earnings, if 
there is any month in the year in which 
he has not earned $80 he can still receive 
a benefit for that month.
If a person is self-employed and does 
not render substantial services for any 
month, we can pay for that month—ill in 
Florida, etc.
A person reaching 72 years may receive 
his monthly benefit from the month he be­
comes 72 no matter what he is earning.




By ELIZABETH S. RODKEY, C.P.A., Baltimore Chapter ASWA
In days gone by, the majority of our 
hospitals failed to record depreciation, 
ignoring it completely as an item of ex­
pense. Very few hospitals even kept rec­
ords of the original cost of the hospital 
plant and equipment. Today, hospital ac­
countants, consultants, administrators and 
trustees are being converted to the school 
of thought that depreciation is a legitimate 
expense of hospitals and, therefore, should 
be recorded.
Why was depreciation ignored in the 
past as an item of hospital expense? Orig­
inally, the fixed or capital assets of hos­
pitals were donated by public-spirited 
citizens or philanthropic organizations. 
These donors were not concerned with 
recovery of their gifts. The general theory 
of the hospital accountants was that these 
assets did not represent an actual expense 
of the period during which the plant and 
equipment were utilized because they had 
been donated to begin with and would be 
replaced with further donations. It may 
also be pointed out that hospital trustees 
did not know what constituted operating 
expenses. It was thought that charges to 
patients could not be geared to these costs 
and therefore could not be collected from 
the patient.
On the other hand, accountants treated 
short-term equipment such as hospital 
beds as an item of expense to be charged 
against income during the period of pur­
chase. Apparently no necessity to show a 
realistic matching of costs with revenues 
during the period such equipment was in 
use was recognized by hospital account­
ants.
Whatever the origin of the failure of 
hospitals to treat depreciation as an ex­
pense, the problem of whether or not de­
preciation should be treated as an expense 
is the subject of much controversy among 
accountants, more particularly municipal 
and hospital accountants.
Those who believe that depreciation 
charges are out of place in hospital ac­
counting rely on several arguments. All 
appear to stem from the differences be­
tween commercial and charitable or social 
institutions. Thus we are told:
. . . the purpose of depreciation accounting 
in private business is to distribute the cost of 
the assets over their useful life, toward the end 
of arriving at a more nearly accurate net 
profit, especially for the purpose of restricting 
the amount of dividends. These needs are not 
present in institutions which do not operate 
for profit. . . .
. . . The purpose of a commercial enterprise 
is to produce income. Therefore, depreciation 
is applied to fixed assets properly to compute 
the income produced, and to allocate to income 
all costs of producing it. There is a direct rela­
tionship between income and the fixed assets 
used to produce that income. In social enter­
prises, on the other hand, the purpose is to 
serve the community, not to produce income. 
There is, therefore, no such direct relationship.
A commercial enterprise must pay all of 
its costs from income of its activities. This is 
not true of a social enterprise. Support of the 
latter in this country is a ‘joint venture.’ The 
patient (in the case of a hospital) bears part of 
the cost through direct payment; the people 
bear part through their government by making 
appropriations for capital costs and by exempt­
ing the enterprise from direct taxes on in­
come, property, and gifts received; and so­
ciety as a whole bears part through direct 
gifts. Past generations contribute to present 
support through endowment funds, while the 
present generation supports the enterprise 
through gifts of money and gifts in kind.
Since depreciation represents the recovery 
of an expenditure, and since expenditures for 
plant assets usually are not made by govern­
mental or other non-profit agencies out of 
funds contributed by them, but out of funds 
appropriated to or given them by others who 
are not concerned about the prob­
lem and treatment ____ in such
enterprises are different from those in privately 
owned and profit seeking enterprises gener­
ally. As it is not the purpose or intent of hos­
pitals to yield a profit, a device used for profit 
computation, the customary depreciation 
charge, seems out of place in this type of 
organization.1
The intent of the writer of the quoted 
passages is to “(1) review the place and 
function of accounting for and reporting 
depreciation on plant assets in public and 
endowed hospitals (as distinct from pro­
prietary) and (2) to question the methods 
for such accounting proposed by a commit­
tee of the American Hospital Associa­
tion.”2
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Other accountants do not agree that 
these arguments are sufficient reason to 
neglect depreciation as a legitimate hospi­
tal expense. Originally it is true, hospitals 
were not concerned with earning sufficient 
income to purchase or replace fixed assets 
and the more expensive types of short­
term equipment. Today, however, our 
hospitals do not receive the large endow­
ments, grants and donations that they 
 once did. In the past few years remarkable 
  strides have been made in medicine. The 
type of equipment used must keep pace 
with new discoveries in medicine. Such 
equipment has doubled and tripled in cost 
of manufacture and retail price. In all 
probability, future fixed assets and ex­
pensive short-term assets will have to be 
purchased from earned hospital funds 
rather than from donations of private 
individuals or groups.
The progress of depreciation accounting 
in hospitals is extremely varied. Some 
of our hospitals have set up a fixed asset 
or plant ledger in recent years. Some have 
maintained a record of equipment pur­
chased, but have overlooked the recording 
of donated equipment. Others have estab­
lished a ledger or register for record pur­
poses only. Varying rates of depreciation 
are in use by different hospitals. Some 
use the rates of depreciation as estab­
lished by the American Hospital Associa­
tion. Still others have set up their own 
rates, established a composite rate or even 
used the production method of depreciation.
Although hospital administrators and 
accountants are not interested in making 
a profit in the sense of private business, 
they are vitally interested in operating 
on a break-even basis that permits them 
to continue to operate. For hospitals to 
operate on a break-even basis, deprecia­
tion must be included in the costs of hos­
pital operation in order to allocate them 
to the patient or his insuring agent. De­
preciation is properly included in the costs 
used for these contracts with outside agen­
cies. The contracting agencies usually 
pay on a business basis, that is, including 
an allowance for depreciation of plant and 
equipment. Unless a record of deprecia­
tion is set up, these agencies may object 
to depreciation expense for reimbursable 
costs. Lloyd Morey 3 points out that de­
preciation does have a usefulness for rate 
making purposes.
Coates, replying to Lloyd Morey, says, 
“It seems quite clear to me that hospitals 
must have buildings in which to operate 
and must have equipment that, to a ma­
terial extent, is charged for in the hospital 
rates, which constitute its revenue. I do 
not feel that hospital accounting that did 
not account for all the elements of costs 
would be of major use as a management 
tool, and I am sure that its effectiveness 
would be impaired if it recorded only 
financial transactions insofar as they re­
late to the inward and outward flow of 
money or cash equivalent.” 4
Both Mr. Coates and Mr. Morey appear 
to be in fundamental agreement on the 
question of the desirability of funding 
depreciation provisions.
There is another relationship, however, 
in which depreciation is important where 
a charge against the current income in 
relation to the property used is important; 
that is in connection with replacement. 
The mere bookkeeping process of deprecia­
tion does not result in the accumulation 
of funds for replacement. This is not ac­
complished unless funds are actually re­
served for that purpose.
These facts appear to have had only 
passing consideration by the committee 
and by other writers, yet they are fun­
damental in their nature. Hospital fa­
cilities do require not only maintenance 
but eventual replacement. A hospital may 
well seek sufficient revenue so that from 
it there can be provided the eventual re­
placement of its equipment and even its 
buildings, partially or fully. Provision for 
depreciation to cover such needs would 
be appropriate. However, that can only 
be accomplished when cash from income 
is actually set aside for such replace­
ments.5
Mr. Coates points out, “the purpose of 
providing depreciation in hospitals is in 
recognition of the fact that buildings and 
equipment lose value as they are used, 
and the funding of such depreciation pro­
visions is desirable to perpetuate the hos­
pital.”6
As John Berberich says, “The problem 
of financing hospitals in these days of in­
creasing costs and decreasing endowments 
is a stupendous one. The community looks 
to its hospital trustees and to the admin­
istrator, as chief executive of the hospital, 
to provide adequate income and to control 
expense so that its hospital will continue 
to serve the community efficiently as well 
as economically.”7
The American Hospital Association in 
its handbook on Hospital Accounting 
states, “Depreciation of hospital buildings 
and equipment should be recognized as an 
element of hospital expense. The deprecia­
tion in value of buildings and equipment 
represents a real cost of hospital service, 
8
even though such assets may have been 
contributed originally to the hospital and 
even though no cash or other funds are set 
aside to replace such assets.”8
There are hospitals which have ad­
vanced to the point of departmentalizing 
depreciation expense as well as the regular 
operating expenses. This is very useful 
for cost and statistical purposes to deter­
mine the cost of an X-ray or a laboratory 
test. By distributing the non-service de­
partment costs to the service depart­
ments based on in-patient, ambulatory 
patient, and out-patient, costs per patient 
can be determined. These are valuable 
aids in determining whether rates should 
be increased in those revenue-producing 
departments low in income. Consistency 
in summarizing and recording data is im­
portant as it aids in making comparisons 
between years and to take such steps as 
necessary to improve the operating effi­
ciency and income of low revenue-produc­
ing departments.
“Good financial records,” says Ruben­
stein and Fabisak, “are becoming more 
and more significant in hospital admin­
istration. Many of the current financial 
problems have resulted from the wide var­
iance in the accounting methods among 
hospitals. The lack of uniform statistical 
definitions, record keeping, cost distribu­
tions, and rate setting have brought con­
siderable confusion in dealings with gov­
ernmental agencies, Blue Cross and other 
third parties purchasing hospital care.”9
Because of the increasing use of hospi­
tal facilities by agencies which should pay 
the full cost of services rendered and the 
uncertainty of the financial ability of fu­
ture generations to provide fixed or capital 
assets, hospital accountants, consultants, 
administrators and trustees are being con­
verted to the school of thought that de­
preciation is an expense of hospitals and, 
therefore, should be recorded.
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Social Security Numbers—
All wage items are reported under Social 
Security numbers. Our records are kept in 
a central file in Baltimore, Maryland. We 
have issued over ninety million numbers. 
We receive some sixty-five million wage 
items a quarter. The Social Security num­
ber is most important. If there is no num­
ber or a wrong one it starts costing us 
money and makes much trouble for you.
Original numbers are issued at once by 
us.
Duplicate numbers can be issued at once 
if a stub is presented. Otherwise it takes 
ten days, as we must screen the appli­
cation.
You or an employer can always have a 
supply of forms SS-5 or OAAN-7003.
An employer is contacted personally or 
by letter in three types of cases.
OAR-1094—Incomplete returns where 
an account number is miss­
ing.
OAR-5031—Where the number or name 
reported is different on our 
records (married women).
OAR-5032—Where an employer reports 
a wrong number on four con­
secutive returns.
Each employer has an obligation to get 
the Social Security number. If he cannot, 
the back side of the return gives instruc­
tions for him to attach a completed form 
SS-5.
Suggestions—
The tax deducted from the employees is 
sometimes more than 2% of the payroll, 
due to the fraction of a cent involved in 
making individual computations. These 
pennies should be included in the amount 
sent to Internal Revenue.
Form SS-4 for an employer’s identifica­
tion number may be obtained from one of 
our offices or from Internal Revenue.
We are glad and happy to be of assist­
ance. Feel free to call upon us at any time.
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AIR AGE ACCOUNTING FOR REVENUE
By R. G. LOCHIEL, Vice President and Treasurer, Capital Airlines, Inc.
It is almost impossible to give a com­
prehensive picture of the accounting 
problems of commercial aviation without 
presenting, as a backdrop, the scope of the 
business with those problems. Here are a 
few pertinent facts about Capital Airlines: 
It is the only major airline with headquar­
ters in Washington; annual revenues for 
this year will exceed $50,000,000 and are 
growing more rapidly than the average 
business. Employees total some 5,000, 
about half of whom are employed here in 
Washington, D. C., producing a local pay­
roll of some $15,000,000.
Capital, in turn, is a part of an in­
dustry which in twenty-eight short years 
has become one of the nation’s leading 
forms of transportation. Today, it is Amer­
ica’s newest billion dollar industry, han­
dling more than 33,000,000 passengers an­
nually. Naturally, in so short a period of 
time, the revenue accounting problems in 
handling this huge volume of traffic have 
become increasingly complex. Yet the sys­
tems and methods which have evolved, 
as the industry has grown, have been 
constantly streamlined so that today ac­
counting practices are relatively simple 
despite the fact that air travel today is 
global, and time is measured in minutes 
rather than in days. Even though the 
terms and raw accounting material are 
different in form, the problems are basic 
and closely related to those of, say, a 
combination of a department store and a 
bank.
The accounting problems of an airline 
can best be understood if we start with 
the source of all revenue, a loaded air­
plane. One of our sleek, new turbo-prop 
Viscounts—incidentally, over a million 
dollars worth of airplane—is sitting at 
gate 3. This flight, 901—12:45 P. M. de­
parture from Washington. The forty-four 
passengers surrendering their tickets at 
our counter represent a cross section of 
the more than two and a half million who 
will fly Capital this year, and contribute 
$46,000,000, or 92 percent of our total 
revenues. Now, they have boarded, and 
are comfortably relaxed in their seats for 
take-off. The airmail, stowed in the belly 
compartment of the plane, represents a 
part of the billions of airmail and first class 
letters we will carry, bringing us $1,300,- 
000 for the year. A cargoveyer has boarded 
airfreight and express, the annual volume 
of which brings Capital about $2,000,000. 
From these figures, it is obvious that pas­
sengers are the really important source of 
revenue and it should also be obvious that 
subsidy is not a factor in our operation.
Now, let us accompany the hostess down 
the aisle, and look at the individual pas­
sengers, not just as people, but as account­
ing problems. For example, the pretty 
young lady with her baby in seats 1 and 2. 
She bought a machine vended one way 
ticket for cash. The lady and gentleman 
in seats 3 and 4, on their way to Chicago 
to visit their children, bought their tickets 
through one of our some 1000 travel agents, 
Ask Mr. Foster. Next, there are two buyers 
from a local department store, on their 
way to the furniture mart in Grand Rapids. 
Their store has a charge account with Cap­
ital, and they have used the world’s largest 
charga-plate operation to purchase their 
tickets. Seats 7 and 8 are occupied by two 
representatives of the Department of Com­
merce and their tickets were obtained 
under the government charge account sys­
tem—the use of a transportation request. 
Our next passengers represent a segment 
of our highly complicated interline prob­
lem—one bought her ticket from Eastern 
Air Lines at Raleigh, North Carolina, and 
has transferred to Capital at Washington 
while the other bought her ticket from 
Capital at Washington but is continuing 
to the coast from Chicago, via TWA.
The tickets of these passsengers repre­
sent the raw material for our Accounting 
Department. In preparing the tickets for 
ultimate accounting, it is immediately ap­
parent that a great deal of the workload 
is not susceptible to mechanization. This 
may be easily visualized by noting Capital’s 
average fare of $18.00 and dividing it into 
our annual passenger revenue of $46,000,- 
000, a minimum of two and a half million 
individual tickets. Actually, many more 
tickets are involved, since many are issued 
in exchange for other tickets as a result 
of change in itineraries, cancellation, or 
other reasons. The workload in our Reve­
nue Accounting can only be measured, in 
the final analysis, by the volume of gross 
ticket sales, which amount to about $64,- 
000,000, a much higher figure than the 
amount which is retained in revenue.
Each passenger aboard the fictitious 
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Viscount flight to Chicago represents an 
individual problem in the audit, control 
and collection of the ticket fare involved 
in his particular journey. Let us first trace 
the activities involved in the Revenue Ac­
counting process, commencing with the 
receipt of the Daily Sales Report from our 
Washington, D. C. airport ticket office. The 
report in this case is forwarded, by mes­
senger, to the Revenue Accounting section 
of our Treasury Department. This section 
has a total complement of 74 employees 
divided into several distinct sub-units, 
each one specializing in a separate phase 
of revenue audit.
Each reporting office enters in one total 
amount the sum representing the aggre­
gate collections for ticket fares, tax, excess 
baggage, etc. Although the beginning and 
ending number of each type and series 
of tickets sold is listed no provision is 
made for reporting each individual ticket. 
This report form is a simplified one that 
we have used since 1945, our objective 
being to minimize as much as possible the 
clerical workload on the field offices and to 
place the responsibility where we feel it 
belongs, namely, on our own Accounting 
Department.
While all tickets issued are accounted 
for in the numbers reported, no detail is 
required even in the case of charge sales. 
Tickets issued on a charge basis are 
merely grouped together in one batch, at­
tached to supporting documents of nu­
merous types, and are forwarded along 
with the Sales Report. In the past we re­
quired an itemized listing, ticket by ticket, 
of all cash as well as charge items, which 
represented a sizeable workload problem 
to our field offices.
Throughout Capital’s system we have 
a total of 114 separate airport and city 
ticket offices and each office is required 
to submit a Daily Sales Report at the 
close of business each day, seven days a 
week, except in the few downtown loca­
tions where our offices are open only five 
days a week. These reports are checked 
in daily on a master control chart as they 
are received in the Revenue Accounting 
Section. If a report is delayed for any 
reason we immediately contact the sales 
office by teletype or telephone since prompt 
receipt of all reports is vital to our pro­
duction line audit operation and, also, a 
most important phase of revenue control. 
Included with the Daily Sales Report are 
the auditor’s coupons and supporting doc­
uments covering all cash and charge sales 
for the day. The cash items included in 
these individual Sales Reports produce a 
total of $22,000,000 in revenue for us each 
year.
Our regular Deposit Ticket, which we 
have designed to simplify handling, pro­
vides an initial breakdown of each deposit 
into the principal categories of cash col­
lections. All cash collected by our field 
offices must be deposited each day in one 
of our 61 local system banks. In most 
cases, these funds are automatically trans­
ferred by means of the bank wire system 
into our principal depository accounts in 
Washington and New York. Part of our 
control system involves a separate verifica­
tion that funds are deposited daily and 
that transfers are made on the established 
transfer dates depending upon the cash 
volume originating in the particular sales 
location. A duplicate Deposit Ticket must 
accompany each Sales Report and a sepa­
rate Deposit Ticket verified by the bank 
must be mailed daily to our cashier. All 
transfers made by the local banks are, of 
course, receipted to us by our main de­
pository banks and the local banks, in 
addition, mail us a written notice of each 
transfer. Policing this system assures us 
that deposits and transfers are made 
strictly in accordance with our established 
policies.
The various Daily Ticket Reports are al­
located among the ticket auditors on a 
pre-determined basis in such a fashion 
as to evenly distribute the clerical work­
load. One auditor, for example, may be 
assigned the responsibility for processing 
three or four of our major station reports 
and another may handle fifteen or sixteen 
smaller stations, the distribution being 
governed by the respective sales volume. 
In processing the Daily Sales Reports, 
the ticket auditors first account for all 
tickets listed on the report to assure 
receipt of an auditor’s coupon for each 
ticket and the receipt of all documents 
necessary to support the issuance of all 
charge sales. The tickets are next broken 
down into the several basic sales cate­
gories — cash — charge — and exchanges. 
Each group of tickets, in each category, 
is then audited to verify the accuracy of 
the fare and tax amounts shown on the 
ticket. In this process any discrepancies 
noted are individually written up and re­
ferred to the originating office for ad­
justment.
After audit, the Sales Reports and the 
auditor’s coupons of the tickets are re­
capped and distribution is made to the 
respective accounts. The Sales Reports 
are then processed in pre-numbered con­
trolled blocks to our Machine Accounting 
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section where punch cards are prepared 
for the account distribution. Summaries 
are produced from these punch cards 
which constitute the basis for our monthly 
journal entries to record in our ledgers 
the appropriate revenue, receivable and 
payable amounts and the related liability 
for federal transportation and excess bag­
gage taxes.
In addition to the machine accounting 
applications just referred to, we use IBM 
equipment in many other ways in connec­
tion with our Revenue Accounting ac­
tivities. Each application is evaluated 
prior to adoption to satisfy ourselves that 
the mechanical operation will prove more 
economical than a manual one, or, if not 
more economical, then more efficient. We 
are constantly reviewing and refining 
our operating procedures to streamline 
them to the maximum and, also, to im­
prove our employee unit productivity. In 
this process, we have and are still experi­
menting with quality control techniques 
and similar technological developments 
and, at the moment, are conducting stud­
ies in the modern field of electronic 
data processing—all with the objec­
tive of some day obtaining the opti­
mum—mechanical audit of ticket fares. 
We hope to reach this goal in the not 
too distant future and, if so, we confi­
dently expect to drastically cut our cleri­
cal costs.
In our industry, we must constantly 
move forward with the times. It is just 
as important for us to modernize our ac­
counting techniques, ticket forms and tick­
eting procedures, for example, as it is for 
us to modernize our fleet of aircraft, our 
reservations procedures and, for that mat­
ter, every phase of our complex airline 
operation.
The large volume of cash sales we han­
dle has been mentioned. Typical of a 
cash ticket is a Washington-Chicago on­
line ticket. Actually, the ticket may be 
sold either for cash or charge—it is, for 
our purpose here, however, treated as a 
cash sale. The ticket is pre-printed. That 
is, the points of origin and destination 
are printed on the ticket as well as the 
fare and the tax. For flexibility in use, 
both one way and round trip fares are 
printed on the ticket. The ticket agent 
merely crosses out the inapplicable fare. 
If sold on a one way basis the second 
flight coupon must be kept attached to 
the auditor’s coupon when the sale is re­
ported. This ticket can be sold in either 
direction—Washington to Chicago or Chi­
cago to Washington. If sold in Wash­
ington, the bottom flight coupon would 
be the one first detached. The reverse 
would be true if sold in Chicago. The 
validation stamp, indicating the point of 
sale, in all cases is placed on the back 
of the ticket. This dual purpose arrange­
ment permits one ticket form to serve 
two purposes.
This particular type of ticket was de­
veloped by Capital in 1950 and is dis­
pensed by a General Register “Automa- 
ticket” machine. The ticket is truly a push­
button ticket similar to the tickets used 
in the motion picture industry. However, 
in our industry it is used exclusively by 
Capital. Our agents merely depress a push­
button for the type of ticket desired which 
is instantly ejected by the machine. The 
agent then needs only to validate the 
ticket and hand it to the passenger. The 
chief virtue of this type ticket lies in 
the time saved at the ticket counters, al­
though the ticket stock itself is consider­
ably less expensive than the other type 
tickets. This type of ticket machine is 
installed only at our high density sales 
locations. We have also designed a more 
inexpensive ticket dispenser, using con­
tinuous strip tickets, which are in use 
at our less busy sales locations and which 
accomplish the same general objective of 
speedy ticket issuance.
A special sales report, used only to re­
port the theatre type tickets, simplifies 
the reporting and accounting for these 
pre-printed tickets which are all of a 
fixed value, as contrasted to open face 
tickets where the fare is determined and 
written in by the ticket issuing agent.
In addition to cash tickets, each ticket 
report contains numerous charge items. 
Prominent among such items are the 
tickets issued upon the authority of Gov­
ernment Transportation Request Forms, 
which in effect are travel vouchers is­
sued by the various government agencies. 
Capital’s revenue from this source of pas­
senger traffic amounts to about $2,300,000 
annually. Each Government Transporta­
tion Request Form is audited for compli­
ance with standard government travel 
regulations and the forms are then seg­
regated by government agency for billing 
purposes.
We key-punch a separate IBM card for 
each item and use such cards to mechani­
cally prepare a weekly bill to each agency 
against whom we have a charge. The Gov­
ernment Request Form accompanies each 
bill when rendered. Our bills to the vari­
ous government agencies are presented 
on forms especially designed by us and 
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approved by the Comptroller General. We 
currently render about 7,000 bills annu­
ally to 570 separate government agencies, 
each bill containing up to 25 individual 
items. This mechanization of government 
transportation bills has saved us many 
clerical hours over the previous procedure 
of preparing typewritten bills and it has 
also, by speeding up the release of bills, 
expedited payment from the government 
agencies.
The Transportation Request Form now 
in use is, itself, in the form of an IBM 
card which simplifies processing by the 
General Accounting Office. This improve­
ment was inaugurated by the government 
July 1, 1955 and fits perfectly into the 
mechanized billing procedure which we 
adopted January 1, 1953. Mechanization 
of government billings, as described, rep­
resent an innovation by Capital Airlines 
which has since been followed by other 
airlines and also by several railroads.
Another category of charge sale in­
volves the transportation purchased on 
the basis of an air travel card issued 
under the Universal Air Travel Plan, 
which is a charge system that has been in 
effect in our industry since the middle 
1930’s. From this source we realize more 
than $8,000,000 in revenue annually from 
our own and other airlines air travel 
card-holders.
This plan, in effect, is a gigantic charga- 
plate system wherein a company or an 
individual contracts with a specific air 
carrier for air travel credit privileges. 
An initial deposit of $425 is made with 
the contracting airline, who, in turn, is­
sues as many separate air travel cards 
as may be required to the designated em­
ployees of the subscribing customer, or, 
in the case of an individual account, to 
the designated members of the individ­
ual’s family. Such cards are honored by 
all airlines upon presentation for the pur­
pose of transportation, the traveler merely 
signing a Transportation Receipt Form 
which is eventually used to support bill­
ing for the transportation purchased. We 
release monthly bills to our subscribers 
on the 25th of each month covering all 
charges received up to the cutoff date and 
payment, under contract terms, is due 
within ten days after receipt of the in­
voice. In our case, we have currently ef­
fective contracts with over 1,600 sub­
scribers involving more than 15,000 in­
dividual air travel cards. Universally, 
there are over 61,000 /separate accounts 
with over 650,000 cards outstanding. As 
you will realize, this system is quite flex­
ible in that it permits the traveler to 
purchase transportation from any airline 
to any point authorized by the type of air 
travel card in his possession without any 
limit on the sum total of charges for any 
one month.
There are several different types of 
air travel cards issued by the various air­
lines. There are cards good only for trans­
portation in the United States and Can­
ada, known as North American cards, and 
others known as International Cards with 
which the holder can purchase trans­
portation to and from almost any point in 
the world. Later on we will see how the 
Universal Air Travel Plan functions as 
between the various air carriers.
One category of charge sale that does 
not involve our Station Sales Reports 
deals with our commission agents ac­
counts. Sales from this source of business 
produce about $4,300,000 in annual rev­
enue for Capital. Our commission agents 
report their sales to us using separate re­
port forms provided for this purpose.
At the present time we have about 1,000 
commission agents located in all of the 
states in which we operate as well as in 
many states where we have no other repre­
sentation. An agency relationship is cre­
ated upon application of the prospective 
agent to the Agency Committee of the Air 
Traffic Conference. Only agents approved 
by this group are permitted to hold ticket 
stock and sell air travel. Special Agency 
tickets are used for this purpose, which 
are exactly like the tickets sold by air­
line offices so far as size and design is 
concerned. They do provide a separate 
“Agents” coupon for the agent’s own use 
and, also, all such tickets are identified 
by the letter X following the form number.
Commission agents generate a very sub­
stantial volume of business and since 
there is no form of fidelity bond in effect 
you will appreciate the need for very close 
control. Due to an effective control and 
follow up procedure our losses from de­
faulting agents have been negligible over 
the years. Reports are required every two 
weeks and are first submitted to our Dis­
trict Sales Managers in the field who then 
forward the reports to us for audit. This 
arrangement gives us a closer control 
than if the reports were forwarded di­
rectly to our general office. In the case of 
an actual default by an agent, we immedi­
ately withdraw all ticket stock and cancel 
the agency agreement. When this occurs, 
other airlines who have tickets assigned 
to that agent do likewise so that the agent 
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is effectively removed from the airline 
travel business.
Now let us go on to a discussion of inter­
line tickets and the settlement of interline 
accounts among the carriers, utilizing the 
facilities of the Chase Manhattan Bank 
in New York City.
To give you a perspective of this ac­
tivity you should know that there are 33 
different domestic airlines who are mem­
bers of the Airlines Clearing House, Inc. 
and who clear their interline accounts as 
we do. There are 43 airlines offering for­
eign service who, in addition to the other 
33, also clear interline accounts with the 
domestic carriers through the Chase Man­
hattan Bank. All the domestic carriers are 
governed by the regulations promulgated 
by the Air Traffic Conference of America 
and the Airline Finance and Accounting 
Conference, both of which are components 
of the Air Transport Association of Amer­
ica. In addition, the carriers also are bound 
by the regulations emanating from IATA, 
which is the Inter-National Air Transport 
Association. In our industry, you can read­
ily see that we not only must adhere 
to federal regulations governing air travel, 
but in addition to perhaps even more self­
imposed regulations.
First let us see how ticket coupons in­
itially sold by other airlines are received 
in our revenue section. Such coupons are 
not forwarded with the Daily Sales Re­
ports from our field offices but instead are 
forwarded direct in separate envelopes, 
along with all the lifted online ticket 
coupons.
One of our Station Trip Flight Coupon 
Envelopes must be received every day for 
each trip out of each station whether or 
not there are any lifted flight coupons to 
be forwarded. In the lower right hand cor­
ner on the envelope a block is provided in 
which is entered the number of interline 
flight coupons enclosed in the envelope. 
This item serves as a control factor in ac­
counting for lifted interline coupons.
An auxiliary control device is repre­
sented by the Cabin Attendants Report of 
Passengers Carried. This, in effect, is a 
separate “head count” of passengers 
aboard each flight out of each station and 
the passenger figures are checked against 
the “on board” passenger figures reported 
by the individual stations on the station 
envelopes I have already talked about. 
Any discrepancies noted in this auditing 
process are immediately investigated with 
the field offices who must satisfactorily 
account for all differences.
You may be interested to know that we 
microfilm all auditors’ coupons, lifted 
flight coupons and station envelopes. This 
serves a dual purpose—we drastically 
reduce the space requirements that would 
be necessary to file millions of tickets and 
we have, as well, a readily available record 
of every coupon used on each flight. By 
use of the Recordak Reader we can quickly 
scan a ticket lift for any given flight. This 
is frequently necessary in connection with 
fare adjustments and claims of one sort 
or another.
Now let us cover the interline phase 
of the subject as it relates to the various 
carriers. The interline relationship be­
tween scheduled airlines enables a pas­
senger to travel to almost any major point 
on the face of the earth on a single strip 
of ticket. Some of those passengers flying 
on Capital’s Viscount from Washington to 
Chicago may possibly continue on to San 
Francisco, Hawaii, and Hong Kong. One 
ticket for each passenger will cover the 
entire passage, with Capital issuing the 
ticket and collecting the fare. Naturally, 
a large volume of such tickets creates 
a huge undertaking in the settlement of 
the various interline accounts. In our 
case, revenue from tickets sold by other 
airlines amounts to almost $10,000,000 an­
nually.
The interline settlement problem was 
not as serious in the early days of our 
industry simply because the volume was 
not of great proportions. Today, however, 
the airlines, in the aggregate, clear inter­
line accounts on an annual basis amount­
ing to $545,000,000 net. In other words, 
even by offsetting receivables against pay­
ables, a net of $545,000,000 annually is 
still involved in effecting settlement of 
interline accounts among the carriers. Ex­
planation of the operation of the airline 
interline ticketing system will clarify the 
picture of the interline settlement oper­
ation.
The numerous categories of ticket sales 
involve for example, both one way and 
round trip tickets which might be sold for 
cash either by airline offices or by estab­
lished commission agents, perhaps issued 
against Government Transportation Re­
quest Forms, or which may be issued 
against a Universal Air Travel Card. Ir­
respective of the basis of the ticket sale, 
any carrier may issue the complete ticket 
all the way through from the point of 
origin to the point of destination, no mat­
ter how many other carriers may be in­
volved in the segments of travel along 
the way. Standard ticket forms are in use 
by all carriers and must be issued when 
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selling interline transportation although 
any carrier may use any form of ticket it 
pleases for travel exclusively on its own 
line. Formerly, each airline had its own 
ticket forms which were used for either 
on-line or interline travel and almost every 
one was different in design, size, and color, 
which not only complicated handling in 
the field but also delayed processing of 
the tickets in the auditing operation. De­
velopment of a standard interline ticket 
form was a major industry problem and 
took a good many years to accomplish. 
This may seem to you to represent no 
particular problem; however, each airline 
has its own peculiar operating procedures 
from the time a passenger checks in at the 
ticket counter to the time he reaches his 
ultimate destination. Evey horizontal and 
vertical line, every word, every space, and 
actually every single part of the interline 
ticket had to be designed so as to be com­
pletely acceptable for each carrier’s in­
ternal handling. A standard ticket form 
was successfully developed and has been 
in use since 1943.
Going back to the interline ticketing 
operation itself, the first step is to issue a 
ticket complete in every respect. The cor­
rect fare and tax are shown in the ap­
propriate spaces on the ticket, the basis 
of the sale is indicated such as cash, 
charge, government, etc., whether one way 
or round trip, whether full fare or perhaps 
coach fare or family plan fare, etc. What­
ever the basis of the sale, the fare must 
coincide with the published fare for the 
trip as contained in official tariffs on file 
with the Civil Aeronautics Board. Inter­
line tickets consist of an auditor’s coupon, 
flight coupons and a passenger’s receipt 
coupon. A typical interline ticket might 
be completed covering passage from Wash­
ington to Los Angeles and return. This 
ticket has been issued against an air travel 
card according to the letters ATP in the 
block in the lower left hand corner of the 
ticket. Under the fare class-basis column, 
the letter “F” denotes first class service 
and the letter “R” means round trip. The 
routing of this ticket is via Capital to 
Chicago, TWA to Los Angeles, American 
Airlines returning from Los Angeles to 
Chicago and Capital from Chicago to 
Washington. A separate flight coupon has 
been provided for each distinct segment 
or leg of the trip. Had more flight coupons 
been necessary to ticket this passenger, 
another ticket would be issued as a “Con­
junction” ticket, since the Standard Inter­
line Ticket form has a maximum of four 
flight coupons. If you were making this 
trip, when you checked in at our Washing­
ton ticket counter, our check-in agent 
would remove or “lift” the Washington- 
Chicago coupon and would return the 
balance of the ticket to you. The other 
carriers, in turn, would lift their respec­
tive coupons and eventually you would 
be left with only the passenger’s receipt 
which you would retain as a record of your 
flight.
Each carrier accumulates all lifted flight 
coupons honored during each month from 
all the other carriers and individually 
prices each lifted coupon which is used to 
support the monthly billings. In the old 
days, most through fares, that is, the point 
to point fares, were chiefly a combination 
of each carrier’s local fares from point 
to point so that the pricing of each flight 
coupon was not much of a chore. Over 
the years, however, many joint fares have 
been developed so that now a majority of 
the interline tickets must be priced by 
reference to complex rate prorate manuals 
in order to determine the exact value of 
the lifted flight coupons. A joint fare 
between two points is merely a fare via a 
routing involving two or more carriers 
that is equal to the fare published by any 
carrier who provides direct service be­
tween the same two points.
All in all, the present rate prorate man­
ual contains over 10,300 joint fares and 
there are as many as 25 different prorates 
between the same two points, depending 
upon the overall routings. I mention this 
phase of the operation merely to point 
up the fact that pricing the individual 
flight coupons in itself is a sizable opera­
tion and one that requires a great deal of 
accuracy. In any event, under the former 
system the coupons, when priced, would 
be billed monthly to the ticket issuing 
carriers by the honoring carrier. In pre­
paring the monthly invoices, tickets were 
segregated and listed in numerical se­
quence for ease in auditing against pay­
ables established by the selling carrier. 
Once each month, therefore, there would 
be a deluge of interline bills descending 
upon the accounting department of each 
carrier which had to be checked out and 
reconciled, ticket by ticket. This repre­
sented a monumental task, as you will 
readily appreciate, and one that was most 
time-consuming. It was so time-consuming 
that all carriers mutually agreed to pay 
the billing carriers 80 percent of the total 
invoice amount by the 20th of the month 
in which the bills were received if full 
payment could not be made; the balance 
being paid upon completion of the audit 
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and submission of a detailed statement 
of differences. Frequently, carriers would 
find themselves backlogged three or four 
months and sometimes even longer in 
working out final settlements.
In the interest of simplifying the long 
drawn out process, the airlines collectively 
through the Airlines Finance and Account­
ing Conference adopted a clearing house 
procedure in 1943. A separate non-profit 
organization was established, located in 
Chicago, and an elaborate system of rules 
and regulations was adopted whereby 
prompt clearances could be effected. Over 
an extended period of trial and error, the 
system was finally developed to a point 
where settlements could be effected on an 
efficient basis. In 1950, the actual finan­
cial clearance was taken over by the Chase 
Manhattan Bank in New York City, al­
though the original organization, which is 
known as the Airlines Clearing House, 
Inc., still remains as the administrative 
body, setting the regulations dealing with 
the member airlines. The transfer of the 
clearing function to Chase involves no 
charge to the airlines except for foreign 
clearances and the industry, by this ar­
rangement, has been able to save approxi­
mately $108,000 annually, which was the 
cost of operating its own clearing system 
initially. The present system is highly 
satisfactory in its operation as contrasted 
to the old fashioned methods already ex­
plained.
Today, all airlines utilize IBM equip­
ment in billing their interline accounts. 
The same ticket pricing process applies; 
however, cards are keypunched which are 
used to prepare the monthly bills in 
ticket number sequence. Interline ticket 
billings are prepared for each carrier 
whose tickets have been honored and a bill 
supported by the lifted flight coupons is 
released to the various carriers on the 
15th day of the subsequent month. At the 
same time, a summary of all charges is 
presented to the Chase Manhattan Bank. 
The bank performs a clearing function by 
offsetting the charges against each carrier 
by the amounts billed by each carrier and 
arrives at the net settlement due. Upon 
notification by the bank, each carrier 
owing a net amount forwards the payment 
to the bank, who, in turn, uses the funds 
so received to pay the carriers with a net 
receivable in their favor. Settlement is 
effected on the 28th day of each month 
for the sum total of all amounts due. In 
this fashion, there is an immediate and 
complete settlement between the carriers 
for the full invoice amount of the interline 
billings. Each carrier then proceeds with 
the audit of the individual bills received 
from other carriers having the actual flight 
coupons in their possession for examina­
tion and audit as in the past.
Going back to the illustrative sale of a 
Washington-Los Angeles round trip ticket, 
you will now understand how both TWA 
and American would receive payment for 
the ticket sold by Capital. Under this sys­
tem, there is no delay in settlements among 
the carriers. Any erroneous charges or 
corrections are charged back against the 
airline making the error in a subsequent 
month’s interline bill accompanied by an 
appropriate rejection notice giving the 
reason for rejection.
The billing and settlement dates indi­
cated earlier apply only to the settlement 
of interline ticket accounts. A separate 
settlement arrangement applies to the Uni­
versal Air Travel Plan business. The un­
derlying procedure is basically the same 
as in the case of interline tickets and a 
summary of all charges is submitted to 
the Chase Manhattan Bank for clearance. 
Settlements are effected in the same way 
as in the case of ticket clearances, the 
only difference being in the settlement 
dates. In the case of Air Travel Plan set­
tlements, the summary statement of ac­
counts must be rendered to the bank not 
later than the 7th working day of the sub­
sequent month and the actual cash settle­
ment with the carriers is made on the 20th 
of the month following submission of such 
statement. This additional settlement pe­
riod permits the carriers to invoice their 
subscribers and receive the necessary 
funds with which to settle the claims of 
the ticketing carriers. Adjustments, if any, 
are handled in the same manner as has 
been described for interline tickets.
This is the accounting situation at the 
moment. In the case of interline settle­
ments, we are still looking for possible 
improvements. Studies are being con­
ducted that might result in the adoption 
of an average fare, or rate per mile that 
might be applied to lifted interline tickets. 
If this, or something similar, can be suc­
cessfully developed we might some day 
eliminate the need to individually price 
ticket coupons and merely exchange a deck 
of punch cards with the other carriers so 
that interline bills can be mechanically 
audited. Notwithstanding the possible de­
velopments that lie ahead, the progress 
already made to date is significant. It 
illustrates how a disjointed industry, with­
out any standardization at all just a few 
(Continued on page 19)
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INFLUENCE OF PHILIPPINE GOVERNMENT 
ON ACCOUNTING
By ELENA R. SAILLANT, International Associate Member, Phoenix Chapter ASWA
The Republic of the Philippines, my home 
country, was a dependency of the United 
States from 1901 until July 4th, 1946. 
Before 1901, the Philippines were under 
the Spanish crown for nearly 400 years.
The long period of Spanish rule and the 
shorter, but more intensive tutelage of the 
Americans have left a deep impression on 
what is essentially an Oriental people. 
Nowhere else in Asia can you find a people 
or a culture so nearly Occidental in its out­
look and practices.
This western influence is especially nota­
ble in the sciences and professions. Account­
ing, particularly, shows the American 
influence. College curricula are based on 
American standards. Most of our professors 
and instructors are graduates of American 
colleges and universities. The CPA exami­
nations are based on A.I.A. examinations 
with the exception of a few problems pe­
culiar to internal needs.
Accounting records in the Philippines, as 
in the United States, are greatly affected 
by the requirements of government. For 
example, before any set of books can be 
used, the Bureau of Internal Revenue must 
approve them. They record the number of 
pages in a book, how many times such a 
book has been issued, and affix to each book 
the bureau stamp of approval. This pro­
cedure, of course, precludes the use of loose 
leaf ledgers and journals.
This effect is only minor. One of the most 
pervasive influences of the government is 
in the field of exchange and import control. 
Because the Philippines is not an industrial 
nation, it depends in great measure on im­
ports from foreign countries. This is true 
not only for manufactured items, but for 
semi-finished goods and raw materials.
Foreign exchange is essential for trans­
actions of this nature and the government 
has taken measures to conserve this ex­
change. Many of the requirements of the 
import control and exchange laws call for 
special and very detailed reports from the 
accountant.
For example, a firm that desires to import 
an item for conversion or further process­
ing, must first make formal application to 
the Import Control Commission. Applica­
tions are made quarterly and must be sub­
mitted well in advance of the quarter for 
which the goods are desired. The applica­
tion must be accompanied by a very de­
tailed report on like materials previously 
used and on the expected production for the 
period covered by the request. Since these 
reports are checked in detail, not only 
against other similar reports, but by inspec­
tors sent to the plant to review the com­
pany records, absolute accuracy is a neces­
sity.
The usual procedure, under the policy of 
import restriction in effect when I was in 
practice in the Philippines, was for the Im­
port Control Commission to pare authori­
zations to the bone. Unless the report of 
the accountant is most carefully prepared, 
the client may find his operations severely 
hampered.
The accountant’s job is not finished when 
the Commission approves the placing of or­
ders and gives authority to import. An im­
port license is not, per se, a permit to ex­
pend foreign exchange. A new set of pro­
cedures, requiring new reports, must now 
be initiated with the Foreign Exchange 
Commission. Once again, these reports are 
subject to close scrutiny and to verification 
by field inspectors.
Other government requirements are quite 
similar to those in effect here. Our income 
tax is progressive and is computed in much 
the same manner as I have found in the 
United States, although the rates are not as 
great nor as steeply progressive.
In the past, the Philippine accountant has 
been spared the great amount of detail in­
volved in dealing with payroll deductions. 
There have been no withholdings, either for 
income tax or social security. However, it 
appears that similar procedures will be 




San Diego Chapter of ASWA received a 
letter from Mrs. Troxel, rehabilitation di­
rector of Vauclain Home—the TB section 
of San Diego County Hospital, asking if 
we had any members willing to help those 
patients who were asking for accounting 
training.
The State of California allots funds for 
reeducating likely patients who are nearly 
ready for release and have had to abandon 
their former means of livelihood, but the 
work of deciding these cases, determining 
their aptitude and industry for the subject, 
becomes the problem of the rehabilitation 
director. She is busier than the teacher in 
the proverbial little red schoolhouse, who 
has seven or eight subjects to teach pupils 
in eight grades. Hospital patients are all 
ages and types, mentally and physically, 
and all have personal problems to be taken 
into consideration.
Mrs. Troxel’s letter instigated a visit by 
our education and public relations chairman 
to Vauclain Home to get details, including 
requirements for us to be admitted. The re­
sults of chest X-rays and skin tests de­
signed to indicate immunity to the disease 
cleared only two of us for immunity, al­
though a number had volunteered their time 
for teaching. We were informed that our 
pupils would be only patients who were 
quite well advanced in their cure, and on 
the tentative release schedule. We were re­
quired to wear sterilized coverall uniforms 
and to wash our hands thoroughly after 
taking off the uniform.
Mary Haisty took the early evening 
“duty” for the bed patients once a week, 
going from one to another to check their 
work, and rapidly answer questions and 
guide their study. My class of four to seven 
ambulatory patients met in a classroom 
from 3:30 to 5:00 p.m. Naturally there were 
varied interests. For some, the class prob­
ably served to break up the monotony of 
their usual routine. Most, however, were 
genuinely interested in getting a back­
ground for further study in the subject of 
accounting in order to make it their voca­
tion upon release.
The greatest good, we feel, was of a 
psychological nature. A patient who feels 
he can master a vocation which will enable 
him to take his place in the working world 
becomes a more interested person and a 
better patient. He has encouragement, and 
even a future! Some of the patients had al­
most given up hoping for a normal, useful 
life. Encouraging their effort and stimulat­
ing their attitudes to healthier and more 
optimistic ones is valuable in itself, regard­
less of the actual progress in the particular 
subject.
However, several months of our visits 
provided enough interest and incentive to 
have a regular instructor provided by the 
city schools. Mrs. Troxel was very grate­
ful for the assistance we were able to give, 
and we in turn were very happy to give 
what seemed like very small help to these 
unfortunate people.
—Freda Krueger, San Diego
IDEA EXCHANGE
By MILDRED SWEM, Los Angeles, California
Save audit time on 
minutes, contracts, etc.
The simple expedient of arranging to 
have extra copies made throughout the 
year of certain papers and contracts im­
portant to the outside auditor can save 
annual audit time.
Audit procedures call for review of the 
minutes of all meetings held of stockholders 
and directors and of all important contracts 
signed during the year. In cases where 
minutes are voluminous and many lengthy 
contracts have been entered into, the audi­
tor may spend many hours making hand­
written extracts of information pertinent 
to financial and accounting matters. If 
arrangements have been made beforehand 
to have copies of the various documents 
available for the auditor’s permanent file, 
he need only underline or otherwise spot­
light any reference to financial or account­
18
ing matters, and then compare the copies 
to the original signed minutes or contracts. 
In addition to saving audit time, giving 
copies to the auditor insures a more com­
plete, and possibly a more accurate perma­
nent file.
Other items which are valuable to an 
auditor are copies of: pension plan agree­
ments, trust agreements in connection with 
pension plans, union contracts, rate sched­
ules, wage schedules where standard classi­
fications are paid at standard rates, vacation 
policies, sick leave policies and copies of 
interim financial statements prepared by 
the company’s accountant.
The outside auditor may, as a part of 
his preliminary organization of an audit 
engagement, arrange with management to 
have copies of certain of the above-men­
tioned documents made available to him 
during the course of his field work. If he 
does not do so, the company accountant can, 
on his own initiative, arrange for extra 
copies of all papers which he feels the 
auditor may need.
This simple step can be the means of 
saving a substantial number of audit hours 
which may well be more profitably spent on 
some more complex phase of the audit.
—Mary F. Hall, C.P.A., Washington, 
D. C. Chapter
(Continued from page 16) 
years back, has, in a relatively short span 
of years, been able to develop universally 
acceptable ticket forms and procedures 
and a basis for settling accounts involving 
many millions of dollars in a manner satis­
factory to all.
This in itself is an indication of the 
developments made possible by the con­
stant growth and increasing public ac­
ceptance of air travel everywhere and is 
at least one manifestation that our young 
industry may be approaching maturity.
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